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WITNESS REBUTTAL TESTIMONY SUMMARY

Witness: Glenn A. Kelly

Title: Director, Generation System Planning

Summary:

Company Witness Glenn A. Kelly addresses certain comments and recommendations offered by
Gregory L. Abbott on behalf of the Staff of the State Corporation Commission (“Staff”); Scott
Norwood representing the Office of the Attorney General’s Division of Consumer Counsel
(“Consumer Counsel”); and Devi Glick and Jeremy Fisher on behalf of the Virginia Chapter of
the Sierra Club (“Sierra Club”). '

Specifically, Mr. Kelly describes the analyses the Company undertook in evaluating the
Chesterfield Power Station’s Integrated Ash (“CHIA”) Project, including: (1) the March 2015
co-fire analysis; (2) the May 2015 retirement analysis; and (3) the December 2015 life extension
analysis. Mr. Kelly also provides context for the 2015 Integrated Resource Plan (“2015 Plan®),
including a discussion of how external influences like markets, weather, and regulations
influenced the Company’s economic analysis, IRP modeling, and decisions at the time to
proceed with the CHIA Project. Finally, Mr. Kelly provides an update on the current status of
the Chesterfield coal units.
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REBUTTAL TESTIMONY
OF
GLENN A.KELLY
ON BEHALF OF
VIRGINIA ELECTRIC AND POWER COMPANY
BEFORE THE
STATE CORPORATION COMMISSION OF VIRGINIA

CASE NO. PUR-2018-00195
Please state your name, business address, and position with Virginia Electric and
Power Company (“Dominion Energy Virginia” or the “Company”).
My name is Glenn A. Kelly and T am Director of Generation System Planning for the
Company. My business address is 5000 Dominion Boulevard, Glen Allen, Virginia

23060. A statement of my background and qualifications is attached as Appendix A.

What is the purposc of your testimony in this proceeding?

The purpose of my rebuttal testimony is to address certain comments and
recommendations offered by Gregory L. Abbott on behalf of the Staff of the State
Corporation Commission (“Staff); D. Scott Norwood on behalf of the Office of the
Attorney General’s Division of Consumer Counsel (“Consumer Counsel” or “AG”); and
Devi Glick and Jeremy Fisher on behalf of the Vhéima Chapter of the Sierra Club

(“Sierra Club”) (Consumer Counsel and Sierra Club together, the “Respondents™).

Specifically, I describe the analyses the Company undertook in evaluating the
Chesterfield Power Station’s Integrated Ash (“CHIA”) Project. I also provide context for
the Company’s 2015 Integrated Resource Plan (“2015 Plan™). This discussion includes
how external influences like markets, weather, and regulations influenced the Company’s
economic analysis, IRP modeling, and decisions at the time to proceed with the CHIA

Project. Finally, I provide an update on the current status of Chesterfield coal units.
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Are you sponsoring any exhibits or schedules with your testimony?

Yes. I am sponsoring Company Exhibit No. ___, GAK, Rebuttal Schedules 1, 2, and 4,
Confidential Rebuttal Schedules 3 and 5, which were prepared under my supervision and

are accurate and complete to the best of my knowledge and belief.

Mr. Kelly, how is your testimony organized?
My rebuttal testimony is organized as follows:
I. Overview of Analyses and Relevant Context
II. Chesterfield Co-Fire Analysis
III. May 2015 Analysis
IV. December 2015 Analysis
~ V. 2015 Integrated Resource Plan
VI. Continued Evaluation of the Chesterfield Coal Units

VII. Canclusion

I. OVERVIEW OF ANALYSES AND RELEVANT CONTEXT
Staff and Respondents in this proceeding have questioned the prudence of the CHIA
Project. (See Consnumer Counscl Witness Norwood Testimony at 17-18; Sierra Club
Witness Glick Testimony at 6-9; and Staff Witness Abbott Testimony at 3.) What
analyses did the Company perform in the 2015 timeframe when it made its decisions
to proceed with the CHIA Project?
Three key analyses informed the decisions related to the CHIA Project. First, the
Company performed a co-fire analygis in March 2015 (“Chesterfield Co-Fire Analysis™).
Second, the Company performed a retirement analysis in May 2015 (the “May 2015

Analysis”). Finally, the Company performed another retirement analysis in December

2
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2015 (the “December 2015 Analysis™). I will walk through each of these analyses in

detail.

My Rebuttal Schedule 1 provides the key dates associated with the environmental
regulations, relevant legislation, unit analyses, and contract executions. The black bolded
rows (12, 13, 18, and 20) are the perﬁnent execution dates for the CHIA Project. The red
bolded rows (9, 11, and 17) are the analyses that were completed prior to the decision to

move forward with parts of the CHIA Project.

Do you believe these are the relevant analyses to evaluate when considering the
prudence of the CHIA Projects?

Yes, and I believe Staff agrees. On page 3 of his testimony, Staff Witness Abbott states
that “Staff believes that a‘detennjnation on the prudency of the CHIA Project must be
evaluated based on the information available at the time the decision was made to move
forward with each of the CHIA Project components.” The Company fully agrees. The
Company is only able to make decisions based on the facts and circumstances available at

the time the decision is made.

Before you discuss the analyses performed by the Company related to the
Chesterfield coal units and the CHIA Project, please provide some background on
the regulatory environment, commodity markets, and relevant weather events in
2015.

In 2014, the U.S. Environmental Protection Agency (“EPA”) issued proposed greenhouse
gas regulations known as the Clean Power Plan (“CPP”). The CPP was a federal

regulation designed to regulate carbon dioxide emissions from fossil electric generation
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on a national scale. The proposed CPP was extremely complicated with three compliance
options: two were mass-based regulations and one was intensity-based regulations. The
final CPP was even more complicated with six options: three mass-based regulations and
three intensity-based regulations. Mass-based regulations are designed to limit a state’s
total CO; emission tons to a fixed—normally decreasing—annual output. In contrast, an
intensity-based regulation is a state limit on a pounds per megawatt-hour (“MWh”) CO;
rate. The primary difference is that intensity allows for sales growth if that growth is met
with a low CO; intensity combination of generators. The Company more fully described
the proposed CPP regulation on pages 33 and 34 of its 2015 Integrated Resource Plan

(“2015 Plan™), and the final CPP regulations on pages 44 through 49 of its 2016 Plan.

Q. Did Staff provide any public comments concerning the CPP?

A Yes. Shortly after the CPP was published, Staff filed comments with the EPA raising
concerns about implementation of the CPP causing reliability issues and rate increases in
&e Commonwealtin.‘ Below are relevant excerpts from those comments:

o “Based on the substantial acceleration of emission reductions called for in the current
draft of the Proposed Regulation, EPA s own model predicts that Virginia will
experience significant retirements of power plants. These retirements are of grave
concern because thé power plants involved are used toélay to ensure reliable service
to Virginia customers, have years of useful life remaining, and cannot be replaced
overnight or without regard for impacts on the electric system. To meet the demands

of the Proposed Regulation will require the rapid development of significant, costly

o

! Comments of the Staff of the Virginia State Corporation Commission on the Proposed Clean
Power Plan, U.S. Environmental Protection Agency Docket ID No. EPA-HQ-OAR-2013-0602,
October 14, 2014.
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new infrastructure that will need to be appropriately sized and located to ensure that
customers continue to receive the same level of reliable service they currently enjoy,
and which federal reliability laws require. It will be a'challenge to meet federal
reliability requirements during such a transition.” (p. 2) (emphasis added)

o “However, any Clean Power Plan should only be undertaken after full consideration
of the impacts to the people and businesses that will bear its compliance costs and
reliability risks.” (p. 2) (emphasis added)

o “The Proposed Regulation, if approvéd, raises significant reliability concerns.” (p. 3)

(emphasis added)

Did the Virginia General Assembly implement legislation soon after the CPP
regulations were proposed?

Yes. Inresponse to the proposed CPP, the 2015 General Assembly enacted significant
energy policy legislation through Senate Bill 1349 (“SB 1349”). SB 1349 restricted a .
utility’s ability to retire an electric power generation facility. As the Company explained
on pages S and 6 in the 2015 Plan, this legislation was designed to keep coal as a
significant part of the Company’s generation portfolio for as long as possible,

recognizing the regulatory threat to existing coal units posed by the CPP.

During this same time, what was happening concerning the coal combustion
residual (“CCR?”) regulations?

As described more thoroughly by Company Witness Lisa C. Messinger, the EPA’s
“Hazardous and Solid Waste Management System; Disposal of Coal Combustion
Residuals from Electric Utilities; Final Rule” (“CCR Rule”) was ﬁﬁalized in late 2014,

published on April 17, 2015, and became effective on October 19, 2015. Below in
5
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Figure 1 is a timeline of the compliance dates anticipated by the Company in the years
leading up to EPA’s finalization of the rule and to the Company’s execution of the CHIA
Project contracts. In the earlier years, CCR was referred to as coal combustion

byproducts (“CCB”).

Figure 1: Ash Project Changes over Time

. N Expected Expected Ash
IRP Filings* File Date Federallfsh Rula Date ComI:ali‘ance Date
2011 IRP Sep1,2011 CCB12/2012 2017-2019
2012 IRP Aug 31,2012 CCB2013 2017-2020
2013 IRP Aug 30, 2013 CCBlate 2013 2020-2021
2014 IRP Aug 29,2014 CCB12/2014 2018-2019
2015 IRP Jull, 2015 CCR12/19/2014 2018-2019

Notes: * IniRPs seefigures 3.1.3.1
CCB = Coal Combustion Byproduct
CCR = Coal Combustion Residuals

What was the status of commodity markets in 2015?

In 2015, Chesterfield’s coal generation was still operating as an intermediate or base load

-

‘generator. The coal unit energy margins were high, as noted by Sierra Club Witness

Glick at page 26 of her testimony, and the forward-looking 2018/2019 capacity market

cleared at $165 per megawatt (“MW?) per day, making most coal units very profitable.

What were the projected future coal energy margins in 2015?

Figure 2 below shows the projected on peak energy margins starting in 2011 through

2015.
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1 This data indicated that future coal energy margins were projected to increase over time,
2 meaning coal unit values would be increasing as well. The energy margin is the
3 difference between the cost of a coal unit’s generation and the expected on peak power
4 price. A large energy margin indicates a coal unit would produce significant fuel savings
5 compared to market purchases. This data indicates that in 2015, coal units were expected
6 to continue to provide significant fuel savings for customers.

7 Q. On page 26 of her testimony, Sierra Club Witness Glick criticized the Company’s

8 reliance on the commodity price forecast used by the Company because it

9 “project[ed] exceptionally high power and capacity market prices between 2015 and
10 2030.” Do you have any comment?
11 A The Company has consistently incorporated the commodity and power forecasts from
12 ICF International, Inc. (“ICF”) into its modeling and integrated resource planning
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1 (“IRP”) process. ICF is a well-respected global energy consulting firm commonly

2 engaged to provide independent commodity and energy forecasts for use in generation

3 and commodity planning. In the 2015 Plan proceeding, Staff Witness David R.

4 Eichenlaub stated on page 8 of his pre-filed testimony that “the Company’s forecast of

5 the various fuel prices appears consistent with conditions in the fuel markets at the time

6 the forecast was developed during the spring 0of 2015.” The Commission approved the

7 2015 Plan as reasonable and in the public interest.

g Q. Setting aside environmental regulations, market trends, and policy discussions, were
9 there any other factors that made 2015 an atypical year for generation planning?

10 A Yes, as also discussed by Company Witness Joshua J. Bennett, the weather in the

11 Company’s service territory leading up to 2015 was atypical and added to the uncertainty
12 for future generation planning. Specifically, January 2014 was defined by several snow
13 storms and bouts of multiday cold weather, including what became known as the “Polar
14 Vortex” event. Many generating units in the PJM Interconnection, LLC (“PIM”) system
15 were not prepared for this extreme weather, and PJM had to implement emergency

16 procedures because of the extreme stress on the system. During the winter peak at 7 p.m.
17 on January 7, 2014, with Chesterfield Units 3 and 4 operating at f,ull output, PIM

18 generating units exRel'ienced a 22% forced outage rate, which was far above the historical
19 average of 7%, with a total of 40,200 MW unavailable due to forced outages.?

2 PIM Polar Vortex 2014, FERC Technical Conference, DOCs # 786633, Mike Kormos, PTM
Executive Vice President ~ Operations, April 1, 2014.

8

...




10
11
12
13
14
15
16

17

II. CHESTERFIELD CO-FIRE ANALYSIS
Q. On page 10 of his testimony, Consumer Counsel Witness Norwood stated that the
Company did not consider whether to convert Chesterficld Units 3, 4, 5, and 6
before proceeding with the CHIA Project. Prior to executing the contract for the
CHIA Project, did the Company investigate other alternatives, including the

possibility of converting Chesterfield Units 3 through 6 to natural gas?

A. Yes, the Company completed the Chesterfield Co-Fire Analysis prior to proceeding with

the CHIA Project. The Company discussed this analysis during discovery in response to

AG Set 6-82.°

In March 2015, the Company examined the option of co-firing Chesterficld Units 3
through 6 on natural gas in addition to coal as part of its continued effort to maximize
unit value for customers. As Mr. Norwood points out on page 8 of his testimony, natural
gas pric;es had been falling since 2008. The Company conducted a high level analysis to
evaluate whether providing natural gas optionality at Chesterfield would improve the
economics of the coal units. As shown in Figure 3 below, based on the forecasted natural
gas and coal prices at the time, the units would not have benefited from the option to burn

natural gas.

3 The Company inadvertently did not supplement the response on which Mr. Norwood relied for
this statement, but has done so concurrent with this filing.

9
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Figure 3
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Specifically, the dispatch price of the units on natural gas would have always been higher
than the dispatch price for coal, meaning that the units would always dispatch on coal. In

other words, converting the units to natural gas would have been pointless.

Figure 4 below shows the relative dispatch prices on both coal and natural gas at

Chesterfield Units 3 through 6 based on information at the time.

10
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Figure 4: Dispatch Costs Gas vs. Coal

Uins 34 @ty Uit 545 (Vi
Coal Gas Delta Coal Gas Delta

2015 $3557 $45.68 | $10.11| $32.52 $43.65| $11.13
2016| $36.42 $54.94 | $1852| $33.29  $52.49 | $19.20
2017| $37.25 $58.47 | $21.23| $34.04 $55.86 | $21.82
'2018| $38.41  $62.03 | $2362| $3510 $50.26 | $24.15
2019| $40.07  $67.38 | $27.31| $36.61 $64.36 | $27.75
2020| $41.49  $72.94 | $31.45| $37.90 $69.67 | $31.77
2021| $42.22 $72.92 | $30.70 | $38.57 $69.65| $31.08
2022| $42.87 $72.77 | $29.90| $39.15 $69.50 | $30.35
12023| $43.52 $72.23 | $28.71| $39.75 $69.00 | $29.25
.2024| $44.18  $74.12 | $29.04| $40.34 $70.80 | $30.45
2025 $44.83  $75.78 | $30.95| $40.94 $72.38 | $31.44

The above chart sho.ws that dispatching on natural gas rather than coal would have
significantly increased the dispatch price of the units. This higher dispatch price on
natural gas would have significantly lowered capacity factors and subsequently reduced

the units’ value to customers.

Can you further explain why converting Chesterfield Units 3 through 6 to natural
gas in 2014 would have reduced those units’ value to customers?

Converting a coal burning unit to natural gas requires significant capital in order to add
the necessary boiler gas piping. It also affects not only the maximum output of the unit,
but also the efficiency or heat rate of the unit. These units were not designed to burn
natural gas and thus the efficiency of the unit drops when an alternate fuel like natural gas
is consumed. Therefore, after a coal ﬁnit is repowered on natural gas, it operates at a
lower capacity factor, meaning lower energy margins, and at a lower output, equating to

lower capacity revenues.

11
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1. MAY 2015 ANALYSIS
On page 10 of his testimony, Mr. Norwood stated that the Company did not
consider whether to retire Units 3, 4, 5, and 6 before proceeding with the CHIA
Project. Please comment.
The Company supplemented the discovery response on which Mr. Norwood relied for
this statement. In addition to the Chesterfield Co-Fire Analysis discussed above, the
Company conducted a robust analysis of these options in April and May of 2015—the
May 2015 Analysis—before it executed the first contract related to the CHIA Project on

May 20, 2015.

Please el;aborate.

In May 2015, the Company had to determine whether to move forward on parts of the
CHIA Project. Because the Company’s modeling for the 2015 Plan was not complete
concerning the CPP at that time, the Company decided to use a commodity price forecast
based on what it believed was the worst market case for coal units to determine if
Chesterfield Units 3, 4, 5, and 6, as well as the other fossil units in its fleet, should retire.
At the time, the Company thought that the worst case scenario was a market case based
on a fundamental-based forecast of fuel and energy prices assuming a national COz tax
on all fossil units (the “ICF Reference Case). In the ICF Reference Case, CO2
regulation assumptions represented a probability-weighted outcome of multiple
legislative and regulatory initiatives. The ICF Reference Case assumed a charge on CO2

emissions to begin in 2020.

Using the ICF Reference Case, the May 2015 Analysis, produced in discovery as

Extraordinarily Sensitive Attachment AG Set 7-95 (TF) and summarized in my Figure 5

12
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below, indicated that Chesterfield Unit 3 was marginally beneficial to customers while

Units 4, 5 and 6 were very beneficial to customers.

Figure S: May 2015 Unit Retirement Analysis

Chesterfield | Customer NPV
Unit 3 $2.4M

© Unit4 $47.7M
Unit 5 $88.9 M
Unit 6 $54.1 M

Were the CHIA Project costs included in the May 2015 Analysis?
Yes. Not only were the CHIA Project costs included in the May 2015 Analysis, but all

other costs to continue operating each unit over the next 25 years were included.

On pages 8 to 9 of his testimony, Staff Witness Abbott expressed concern that the
net present value (“NPV”) of the build plan in the May 2015 Analysis (§64.5 billion)
was substantially higher than the NPV presented in the least cost plan of the 2015
Plan (849.5 billion). Can you explain why those values are different?

Yes. Those values are different based on the different build plans and market

assumptions used in the May 2015 Analysis versus the 2015 Plan.

As described above, in the May 2015 Analysis, a market assessment was performed on
existing at risk units to determine their economic viability. This analysis included all the
coal units at Chesterfield Power Station. The Company used the ICF Reference Case
commodity price forecast for this analysis because it had the highest CO; prices and
because the Company had not yet determined how to model the CPP. The results of this

analysis, shown in Figure 5 above, confirmed that Chesterfield Units 3 through 6 were

13
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economically beneficial to customers under what was thought to be the worst case
scenario for coal. This case was a fully optimized run with a build plan that was unique

to the ICF Reference Case commodity price forecast.

In contrast, the analysis provided in discovery during the 2015 Plan proceeding provided
the NPV results from the build plans shown and developed in the 2015 Plan. That
analysis is included in my Rebuttal Schedule 2, which is the Company’s response to Staff
Set 22-77. Each column indicated a different build plan: Least Cost; Plan A: Solar; Plan
B: Co-fire; Plan C: Nuclear; and Plan D: Wind. Plans A through D were optimized under
the Base Case forecast (i.e., CPP cost scenario or CO2 cost scenario) while the Least Cost
Plan was optimized under the No CO; cost scenario, which assumed no carbon
regulations. Each build plan was subjected to 18 different scenarios and sensitivities.
The scenarios and sensitivities descriptions are located in the left column of Rebuttal

Schedule 2.

Turning back to Staff Witness Abbott’s comment on the difference in NPV, the May
2015 Analysis produced a higher NPV because it was developed and optimized using the
ICF Reference Case, which forecasted higher carbon and energy prices than the No CO2
cost scenario. In the 2015 Plax;, the Least Cost Plan also was modeled as a sensitivity
under the ICF Reference Case (Least Cost column, row 2 of Rebuttal Schedule 2). This

difference in forecasts accounts for approximately $12 billion.

The remainder of the difference in NPV (approximately $3 billion) is due to the
difference in the build plans. The Least Cost build plan in the 2015 Plan, as shown in

Rebuttal Schedule 2, is identical in both the ICF Reference Case and No CO; cost

14
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scenarios. However, the build plan used in the May 2015 Analysis is different, which

accounts for the additional variance in NPV.

In summary, because the May 2015 Analysis and the 2015 Plan used different build plans

and different market assumptions, the analysis did not yield the same system NPV.

IV. DECEMBER 2015 ANALYSIS
Did the Company perform any other analysis relevant to the CHIA Project?
Yes. In December 2015, the Company performed another retirement analysis, the
December 2015 Analysis, to confirm that the Company should proceed with constructing
the Reymet Road Landfill. If the analysis indicated that any coal unit at Chesterfield was

beneficial to customers, then it was prudent to proceed with the Reymet Road Landfill.

What werc the conclusions of the December 2015 Analysis?

The December 2015 Analysis is shown in my Confidential Rebuttal Scheduile 3, and was
produced in discovery as Confidential Attachment AG Set 4-58-3 (TF). The December
2015 Analysis indicated that large coal units like Chesterfield Units 5 and 6 were
providing significant energy value to customers and were forecasted to continue to add
value even under a possible CPP scenario. Initial reviews of the CPP requirements
indicated that there was limited risk to those large coal units given the structure and
compliance strategy Virginia would likely use to comply with the rules. For this reason,
the recommendation was to move forward with Reymet Road Landfill for those units, as
discussed in more detail in Company Witnesses Mark D. Mitchell’s and Bennett’s

rebuttal testimony.

15
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The December 2015 Analysis further indicated that smaller coal units like Chesterfield
Units 3 and 4 were at greater risk given the pending CPP rules, but still showed marginal
value in the short term for customers. Therefore, the recommendation for those units was

continued operation in the short term, while avoiding life extension capital expenses

because of the future risk of CPP reguiation.

What do you mean when you say “life extension capital”’ expenses?

The term “life extension capital” refers to the replacement of equipment that.could
instead be repaired. For example, as shown on page 8 of my Confidential Rebuttal
Schedule 3, the Company delayed infusing life extension capital into Chesterfield Units 3
and 4 by repairing, rather than replacing, the turbine rotor for Unit 3, the waterwall boiler
tubes for both units, and burner management system for both units. By contrast, the wet-
to-dry ash system conversion, for example, was necessary for the Chesterfield coal units
to continue operating beyond 2018 in order to comply with environmental regulations, as
further discussed by Company Witnesses Bennett and Messinger. In other words, the

project was unavoidable if the Company expected the units to operate past 2018.

V. 2015 INTEGRATED RESOURCE PLAN
Staff Witness Abbott (pages 6 to 7) criticizes the Company for moving forward with
the CHIA Project given that three of the five plans presented in the 2015 Plan called
for Chesterfield Units 3 and 4 to be retired. Please comment. |
‘While the 2015 Plan did show the retirement of Chesterfield Units 3 and 4 in some plans,
these were shown for purposes of compliance with the CPP. As the 2015 Plan also

showed, these units sfill had market value in 2015.

16
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What were the anticipated capacity factors for the Chesterfield coal units in 2015

and prior Plans?

Capacity factors for the Chesterfield coal units at the time of the 2015 Plan were robust

and were forecasted to continue on a robust trajectory. Figures 6 and 7 below show

forecasted capacity factors in various Plans through 2015, as well as actual capacity

factors from 2010 through 2015 by year.

Figure 6: Chesterfield Units 3 and 4 Actual and Forecasted Capacity Factors

Forecast

IRP

Unit

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

2022

2023

2024|

2011IRP Plan

CH38&4%

5

32

30

41

53

57

64

38

36

34

32

30

30

2012 IRP Plan

CH3&4*

52

25

25

30

30

27

30

33

35

4

36

34

2013 18P Plan

CH384*

52

27

20

20

23

25

28

26

26

33

28

28

20141RP Plan

CH3&.4*

52

26

45

25

28

30

35

33

33

29

26

27

2015 Least Cost

CH3&4*

52

26

47

29

30

2

29

25

25

24

25

24

Capacity factors for Chesterfield Units 3 and 4, which are smaller coal units, were

forecasted to be between 27% and 45% in the 2015 Plan. This level of generation is

consistent with an intermediate load unit.
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Figure 7: Chesterfield Units S and 6 Actual and Forecasted Capacity Factors

Forecast

10

11

IRP

Unit

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020| 2021

2022

2023

2024|

2011 IRP Plan

CH5&6*

65

79

76

72

76

79

82

79

77

77

75

75

74

73

73

2012 IRP Plan

CH5& 6%

65

53

45

35

37

38

40

39

42

45

47

51

55

46

4

2013 IRP Plan

CH58.6*

65

53

38

52

42

38

42

45

54

47

50

51

56

45|

47

2014 iRP Plan

CH5& 6%

65

53

38

6

59

48

52

53

65

56

59

58

54

47

49

2015 Least Cost

CH5&6*

65

53

38

61

61

57

52

53

65

55

55

56

59

56

60

Actuals

Capacity factors for Chesterfield Units 5 and 6 were forecasted to be greater than 50% at

the time of the 2015 Plan, making these units base load generators.
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What do these capacity factors signal about the value of coal units at the time of the
2015 Plan?

The forecasted capacity factors, in conjunction with the historical capacity factors, are
indicative of units that are providing significant fuel savings and effectively serving
customer load. In the 2015 Plan, Chesterfield Units 3 and 4 were expected to be
operating at intermediate capacity factors through 2024 (as shown in the 2015 Least Cost
row of Figure 6) without factoring in the CPP regulations. This forecast was in line with,
if not higher than, prior forecasts for generation during the same period. Chesterfield

Units 5 and 6 were anticipated to operate as base load units during that same period.

You stated the 2015 Plan showed the retirements of Chesterfield Units 3 and 4 in
some plans based on complialflce with the CPP. How did the Company model the
proposed CPP in the 2015 Plan?

2015 was not a normal year in terms of IRP modeling, as alluded to by Mr. Abbott on
pages 6 and 7 of his testimony. Not only did the Company have less time to produce its
IRP, the CPP environmental regulation was unlike any previous regulation. Further, as
the Commission noted in its Final Order in the 2015 Plan proceeding, the CPP was only a
proposed regulation at the time the Company filed its 2015 Plan. Because the CPP
regulations were complicated, with multiple compliance options, it took the Company
time to determine how to model each option and which options would be best for

customers.

In the 2015 Plan, as discussed above, the Company ended up producing four different
CPP compliant plans and a plan that assumed no carbon tax was implemented (referred to

as the “No CO2” plan). As shown in Rebuttal Schedule 4, which is reproduced from my
18
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rebuttal testimony in the 2015 proceeding, the Company determined that the best CPP
compliance option for customers was a CO; intensity option. The four CPP compliant
plans then analyzed four different ways to meet the CPP regulation using four different
resources: solar, co-firing with gas, nuclear, and wind. Becaus;e of the uncertainty and
controversy surrounding the CPP, the Company did not select a preferred plan for the

first time in its history.

Please continue.

At the time, both PJM’s and the Company’s load forecasts were indicating significant
load growth over the next 10 years.* Because of this high load growth, the new units
under construction, and the Jow COz intensity of existing units, the best compliance
option for customers was following the CPP intensity option. Allowances for the

intensity option were expected to be less liquid because most states were choosing a

mass-based compliance approach. Without any trading partners, the Company decided to

model the system as an “island”—that is, with no CO, allowance trading. Under this
approach, however, the highest CO; intensity units in the fleet are sequentially retired
until the system CO; intensity meets the annual CPP limit. This meant high intensity

units like Chesterfield Units 3 and 4 were at risk.

What is an island approach in IRP modeling?
An island approach in IRP modeling is-one in which a utility system must meet certain
obligations using its own resources without the help of other trading partners. For the

CPP modeling in the 2015 Plan, that meant the Company had to meet the CPP CO;

TETRZSEBT

41.7% Summer Peak Annual Growth Rate (10-years), PJM 2015 Load Forecast, Table B-1, Dom
Zone, www.pim.com/planning/resource-adequacy-planning/load-forecast-dev-process/prev-
load-reports.aspx.
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Were any of the Chesterfield coal units modeled for retirement in the 2015 Plan?
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Did the Company make clear in the 2015 Plan that no decisions on retirements were

final?

2< =9 ;~* ) 4 *42@@,=, JN?>)? ,),!*55:;@
) ?;L* 15?419 DX =,  @* *=; ) = 9 C +4*9
n?1,49 =@4; > * < *449; ;1*> L4 2% K= =
5) ,,=, ! 544B"

Q %) 1>43@ ) < ) * L, (h@, 4 5* 4124 2 *4,)*

?==1< 5,1 ) @;?=, *5%4@;!@*>49< 9 !G;* 14,@, )
< * ;4?@* »?l L 4*:*1 @ 1 1*4 ? *l ! 1*! = ) ! 1 L I*D @ ! + @

) =9 C 49* 5) @!5 < ?2#¢4%)@ ? | &# J

20



Q %4 " 4" 241 @" *@=@4) , ., 4 !H=, 5

), 155 4@ *, -# 0 @l #J- < B44 E4 +21> % #]
S @ # . 44 ) S*4@** , AL = @
)* *=*>B*44 =@ 5,!,) 124 | 5* 450 @#

Q 0/0; l)* ’*: < *l* ;* 449 *= !’ 1 1 + ’) l) = 9 @ *1 ’9 H = ' ]
E 44 @ D*4+4 &t

Did the Commission Order on the 2015 Plan recognize the uncertainty that existed

at the time of the 2015 Plan?
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Was the Company ultimately correct to be cautious about relying on a proposed
CO:2 regulation like CPP before making any long term decisions concerning

customer assets?
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